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§242.24

(i) The actual purchase price of the
land and improvements or HUD’s esti-
mate (prior to repairs, renovation, and/
or equipment replacement) of the fair
market value of such land plus the re-
placement cost of improvements,
whichever is the lesser;

(ii) The estimated hard costs, if any,
totaling less than 20 percent of the
mortgage amount; and

(iii) Soft costs that would normally
be allowable in a Section 242 insured
loan.

(c) Reduced mortgage amount—Ilease-
holds. In the event the mortgage is se-
cured by a leasehold estate rather than
a fee simple estate, the value or re-
placement cost of the property de-
scribed in the mortgage shall be the
value or replacement cost of the lease-
hold estate (as determined by HUD),
which shall in all cases be less than the
value or replacement cost of the prop-
erty in fee simple.

(d) Cash equity. Depending on the fi-
nancial circumstances of each hospital
facility, HUD shall have the discretion
to evaluate, on a case-by-case basis,
the amount of equity that a mortgagor
must supply in addition to the value of
plant, property, and equipment and
other values recognized as loan secu-
rity in the commitment process. Exer-
cise of this discretion shall never cause
a loan to exceed 90 percent of esti-
mated replacement cost, although it
may cause it to be less than 90 percent.
The equity contribution may not be
made from borrowed funds. A private
nonprofit or public mortgagor, but not
a proprietary mortgagor, at the mort-
gagee’s option and subject to 24 CFR
242.49, may provide any such required
equity in the form of a letter of credit.

[72 FR 67546, Nov. 28, 2007, as amended at 73
FR 35922, June 25, 2008; 78 FR 8343, Feb. 5,
2013]

§242.24 Initial operating costs.

In the case of a new hospital or a hos-
pital expansion, HUD shall establish,
on a case-by-case basis, the amount of
initial operating capital, if any, that
must be deposited in cash or a letter of
credit (or combination) to be available
to the new hospital upon commence-
ment of operations. Generally, the ini-
tial operating capital other than
AMPO shall not be borrowed funds un-

24 CFR Ch. Il (4-1-14 Edition)

less HUD determines that there are off-
setting financial strengths to com-
pensate for the risk associated with
borrowing.

Subpart C—Mortgage
Requirements

§242.25 Mortgage form and disburse-
ment of mortgage proceeds.

(a) Mortgage form. The mortgage shall
be:

(1) Executed on a form approved by
HUD for use in the jurisdiction in
which the property covered by the
mortgage is situated; the form shall
not be changed without the prior writ-
ten approval of HUD.

(2) Executed by an eligible mort-
gagor.

(b) Disbursement of mortgage proceeds.
The mortgagee shall be obligated, as a
part of the mortgage transaction, to
disburse the principal amount of the
mortgage to (or for the account of) the
mortgagor or to his or her creditors for
his or her account and with his or her
consent.

§242.26 Agreed interest rate.

(a) The mortgage shall bear interest
at the rate or rates agreed upon by the
mortgagee and the mortgagor.

(b) The amount of any increase ap-
proved by HUD in the mortgage
amount between initial and final en-
dorsement in excess of the amount that
HUD had committed to insure at ini-
tial endorsement shall bear interest at
the rate agreed upon by the mortgagee
and the mortgagor.

§242.27 Maturity.

The mortgage shall have a maturity
not to exceed 25 years from the date
amortization begins.

§242.28 Allowable costs for consult-
ants.

Consulting fees for work essential to
the development of the project may be
included in the insured mortgage. Al-
lowable consulting fees include those
for analysis of market demand, ex-
pected revenues, and costs; site anal-
ysis; architectural and engineering de-
sign; and such other fees as HUD may
determine to be essential to project de-
velopment. Fees for work performed
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